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- DISCLAIMER
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directors, employees, agents, attorneys, advisors, members, partners or affiliates (collectively, with AAFAF and the Gpliefi®e at  NIAS&A£0 YIF1S y2 NBLNBaSyidl G
any third party with respect to the information contained herein and all Parties expressly disclaim any such represetat@ranties. The Government has had to rely upon preliminary information

and unaudited financials for 2015, 2016 and 2017 in addition to the inherent complexities resulting from a prolongedfdadkdffinancial transparency. As such, AAFAF and the Government have
made certain assumptions that may materially change once those financial statements are fully audited.

The Parties do not owe or accept any duty or responsibility to any reader or recipient of this presentation, whetheraict ootdrt, and shall not be liable for or in respect of any loss, damage
(including without limitation consequential damages or lost profits) or expense of whatsoever nature of such third parigthee caused by, or alleged to be caused by, the use of this presentation or
that is otherwise consequent upon the gaining of access to this document by such third party. The Parties do not undedatyet@npdate the information contained herein.

This document does not constitute an audit conducted in accordance with generally accepted auditing standards, an exafrimatioal controls or other attestation or review services in
accordance with standards established by the American Institute of Certified Public Accountants or any other organizatitinghkcthe Parties do not express an opinion or any other form of
assurance on the financial statements or any financial or other information or the internal controls of the Governmere ifioithation contained herein.

Any statements and assumptions contained in this document, whether foraidng or historical, are not guarantees of futurerfprmance and involve certain risks, uncertainties, estimates and
other assumptions made in this document. The economic and financial condition of the Government and its instrumentiftietedsby various legal, financial, social, economic, environmental,
governmental and political factors. These factors can be very complex, may vary from one fiscal year to the next andeatly frezjresult of actions taken or not taken, not only by the Government,
but also by Financial Oversight and Management Board for Puerto Rico and other third party entities such as the govethenenitefl States. Examples of these factors include, but are not limited
to,:

T Any future actions taken or not taken by the United States government related to Medicaid or the Affordable Care Act;

i The amount and timing of receipt of any distributions from the Federal Emergency Management Agency and private insuranes ¢comgpair damage caused by Hurricanes Maria
and Irma;

T The amount and timing of receipt of any amounts allocated to Puerto Rico and provided under the Community Disaster taxans Prog

T The amount and timing of receipt of any additional amounts appropriated by the United States government to address thegdprdéscribed herein;
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T The impact of the measures described herein on outmigration; and

I The impact of the resolution of any pending litigation in the Title Il cases

Because of the uncertainty and unpredictability of these factors, their impact cannot be included in the assumptions @¢anthiselocument. Future events and actual results may differ materially
from any estimates, projections, or statements contained herein. Nothing in this document should be considered as amexrppied commitment to do or take, or to refrain from taking, any action
by AAFAF, the Government, or any government instrumentality in the Government or an admission of any fact or future ghiagtir\tbis document shall be considered a solicitation,
recommendation or advice to any person to participate, pursue or support a particular course of action or transactiooh#separ sell any security, or to make any investment decision.

Because of the uncertainty and unpredictability of these factors, their impact cannot be included in the assumptions @¢anthiselocument. Future events and actual results may differ materially
from any estimates, projections, or statements contained herein. Nothing in this document should be considered as amexrppied commitment to do or take, or to refrain from taking, any action
by AAFAF and the Government as an admission of any fact or future event. Nothing in this document shall be considéatba, seliommendation or advice to any person to participate, pursue or
support a particular course of action or transaction, to purchase or sell any security, or to make any investment decision.

By receiving this document, the recipient shall be deemed to have acknowledged and agreed to the terms of these lifiltgidosument may contain capitalized terms that are not defined herein,
or may contain terms that are discussed in other documents or that are commonly understood. You should make no assuroptitresrakaning of capitalized terms that are not defined, and you
should refer questions to AAFAF (Fiscalplanforpuertorico@aafaf.pr.gov) should clarification be required.



List of Acronyms

AAFAF

ADEA
Administration
ASEM

ASES

BBB

CAGR
Cardiovascular
CDBG

CDL

Certified Fiscal Plan
CFC

COFINA

COSSEC

CRRO
DDEC
DOH
DOJ
DOL
DOT
DST
EEI
EITC
ERS
FEMA
FOMB

GAO
GDB
GDP

GF
GFEWG
GILIT
GNP
GOSR

Government
Governor

Puerto Rico Fiscal Agency and Financial Advisory Authority
(Spanish acronym)
AgriculturalEnterprise Development Administration (Spanish acronym)

Puerto Rico Medical Services Administration (Spanish acronym)
Puerto Rico Health Insurance Administration (Spanish acronym)
Request for supplemental federal assistance submitted on November 13, 201
the Government titled Build Back Better Puerto Rico

Compound Annual Growth Rate

CardiovasculaCenter Corporation of Puerto Rico and the Caribbean
Community Development Bank Grant

Community Disaster Loan from the CDL program

Fiscal Plan certified on March 13, 2017 by the FOMB

Controlled Foreign Corporations

Puerto Rico Sales Tax Financing Corporation (Spanish acronym)

Public Corporation for the Supervision and Deposit Insurance of Puerto Rico
Cooperatives (Spanish acronym)
Central Recovery and Reconstruction Office

Puerto Rico Department of Economic Development Commerce (Spanish acrc
Department of Health

Puerto Rico Department of Justice

Department of Labor

Department of Transportation

Daylight Savings Time

Electronic Export Information

Earned Income Tax Credit

Employee Retirement System

Federal Emergency Management Agency

Financial Oversight and Management Board of Puerto Rico
U.S. Government Accountability Office

Government Development Bank for Puerto Rico

Gross Domestic Product

General Fund

Global Intangible Low Income Tax
Gross National Product

Government of Puerto Rico

Hacienda
HHS

HUD
Hurricanes
IMF

Island
KPIs

LEA

MCOs
MFCU
MMIS
OMB

P3

P3 Authority
PA

Parties
PBA

PMO
PMPM
PPPA
PRASA
PREMA
PRCCDA
PREPA
PRHFA
PRHTA
PRIDCO
PRITS
PROMESA

PRTC
PSC
RFQ
SCo
SIFC
UPR
WIOA

DRAFT SUBMISSIQISUBJECT
TO MATERIAL CHANGE

Puerto Rico Treasury Department
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serving during times of war and peace
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Spanish American War Foraker Act JonesShafroth Act PR Federal Relations Act
i . : | Created a governance i ] E Enabled the |
i Pu: rLtJOSRI.T.Zr?ifg:) r_nes? i structure witha i Granted U.S. | i Government of Puertd
T ol : 1 Governor, Legislative! ' Citizenship to anyone ' Rico to organize; leads
o)l YAY O2NLI2 N . i . i N
! A 4 v« ! Assembly, and Judicial 1 born in Puerto Rico. i t0 1952 Puerto Rico
' ¢ SNNRA U2 NEe ! : ! : o [
: i : System. | : : : Constitution. j
1898 1900 1917 1950

Past decisions regarding Puerto Rico have deprived it of a credible voice in Congress to demand and protect fair and ezmdbac
basic benefits and programs provided by the Federal Government.

L M ® &

]
No No Foreign Entity
Presidential Vote Voting Representation Parity in Medlcald for Federal Tax

in Congress Purposes

The Congressional approval of tiieax Cuts and Jobs Aat 2017, as well as delays in restoring the energy grid, among other |
recovery initiatives, are the most recent evidence that, unlike the States, Puerto Rico has been an afterthought in theofnlnd-

Congress across a wide variety of federal assistance programs which has posed the greatest impediment to its sustalnable
economic development. .
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decadeold fiscal and economic crisis
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one of the primary causes of the severe disparity in personal
income that exists between residents of the U.S. mainland and

U.S. Median Mississippi Puerto Rico

{AYOS HnanncI tdzSNI2 wiailO2Qal4mBlttf Dbt KIFa &aKNHMzy|1 o6& Y2NB (KIly

In the past decade more than 300,000 people left Puerto Rico. The impact of Hurricanes Irma and Maria acceleratedhibs &and

additional 600,000 people or about 19% decline expected by FY23.

Student population has declined by over 40% since 2000 with an additional 16% decline expectediby FY22.

More than 45% of Puerto Rico residents live in poverty, which is the highest poverty rate of any U.S. state (Misdiesngpitibighest

Fd HMOE:0d t dzSNI2 wAO2Qa mMnodd: dzySYLX2eYSyd NIGS Aa Fftyzad af
Concerns about quality of life, poor delivery of public services and high unemployment have led to a historic populatigratiorm

Puerto Rico is treated unequally under key federal programs such as Medicaid as compared to states. For example, the€ensus B
has reported that Oregon, a relatively prosperous state with a population size similar to Puerto Rico, received oveo#2®ien fr
Federal Government, whereas Puerto Rico received $19bn for the sam& year.

As discussed further, the impact of Hurricanes Irma and Maria requires that the New Fiscal Plan provides a roadmapdoviesgal
and longterm sustainability.

w A Puerto Rico ranks 30in terms of population, but Puerto RicoNE 7
has no voting representation in Congress unlike US States.

Puerto Rico.

$54,617

$20,078

Connecticut Puerto Rico lowa
#29 #30 #31

Ranking Population in all U.S. Stafes

Median Household Incom&d PY Y Q& 0

1Department of Education, official public school registry

2US DOL Bureau Labor of Statistics
3GAO Report United States March 2014: Information on How Statehood Would Potentially Affect Selected Federal Programsies8ioResas

4United States Census Bureau, 2016
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Periods of fiscal irresponsibility and lack of economic planning and transparency also
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Frequent policy changes and lack of economic planning led to economic decline

Overestimation of economic growth projections resulted in massive deficits that
were covered with ondime measures and debt financing

2.3
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2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

GF Revenue Projection
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An increase in expenditures and public debt led to a consistent decline in Puerto

Unchecked fiscal deficits between 2001 and 2008 led to a recurrent practice of n
wA 02048 ONBRAG NrdAy3as SEOSLII F2N (K

deficit financing, resulting in a 131% growth in public debt during the period

D
$71,000 $69,000
G50% $6

A A

Negative Negative

Outiook Outiook A A A

Stable  Negative Negative

Outlook  Outlook BBB BBB
Negative ~ Credit BBB  negative
Outlook ~ Watch BB Stable  Outlook
BBB BBB , BBB pgsiive
Stable  Stable ' Stable  Outlook

0,000
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Negative

Outook BB+
Negative
Outlook

$39,000
$26,000

B+
Negative
Outlook

Default

2000 2004 2008 2012 2016 200020012002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 20132014 2015 2016

tdoft A0 5500 {AyOS Hnlnn O0PYYQ&aZI phdREyGediNRatn EYBEY16 S&P Rating on General Obligation Bonds

1Source: Government Development Bank of Puerto Rico
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drive fiscal and economic stability
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infrastructure, invest in the quality and resiliency of public and private buildings, and restructure and modernize ahdiedetivery of
services to residents.

Strategic Goals:

A To establish a new Government which facilitates and implements strategies that achieve sustainable economic growthdssd provi
opportunities for job growth and personal advancement.

A To develop an educated, healthy, productive and vibrant society, observant of law, order and integrity.

A To establish effective, efficient, and responsible government policies and practices that remain sensitive to the need8 of A 02 Q& Y
vulnerable residents.

A To incorporate practices and operations based on sciendifid performancebased models into Government; where evidence arslilts
matter; and where resident participation, collaboration, and trust in government are the main focus of its validation.

Main Objectives:
1. Develop angrotect human capital.
2. Correct structural issuebplster economic growthefforts, and utilize areas of Productivity

opportunity. and Added

3. Improvet dzS NI 2 wA O2 Q athraughYesiSdguladion @seygbraférm Value
and other various structural reforms. asr?élnlg Zaailr

4. Position Puerto Rico agyobal investmentdestination. | Treatrr?ent

5. Upgrade policies giublic private partnershignvestment in energy, water, Effective and . as the Fiscal
waste management, and other infrastructure projects. Transparent States SCe

Responsibility

Government
Technology and Innovation Sciences

Development and Protection of the Human Resource

6. Increase labor force flexibility and credtgh quality jobs.
7. Develop assafe, educated, healthy and sustainable society.
8. Achieveequality for all residents of Puerto Rico consistent with other U.S.

states.
9. Eliminateinequality at the local level.
10. Use and maximizecience and technologgs a driver for transformation.
SourcePlan Para Puerto RicGovernment Program and a Model for the Socioeconomic Transformation of our Island.
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The New Fiscal Plan integrates the required response to devastation caused by the
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Hurricanes as well as most recent facts and assumptions underlying available Disaster Rellef
Assistance and private insurance claims proceeds

The FOMB approved the Certified Fiscal Plan coveringyadQperiod on March 13, 2017. Thereafter, the Government began ffieuti
task of implementing the proposed initiatives to achieve structural balance by FY20. In the aftermath of the Hurricar@$/Blukrected the
Government to revise the Certified Fiscal Plan. The New Fiscal Plan is built upon the pillars of fiscal and structuvathefamain
objective of revitalizing the economy and critical infrastructure.

Devastated Puerto
Rico

Altered
Macroeconomic
Outlook

Transformative
Moment in History

A Critical Path
Forward

External Help is

Critical

1Build Back Better Puerto Rico, Request for Federal Assistance for Disaster Recovery November 13, 2017.

A Air Worldwide, a global leader in catastrophic risk modeling, estimates that the infrastructure and economic

damages correspond to a storm that happens once every 250 to 1,000 years.

A In addition to the 11 years of recession and significant economic decline, the Hurricanes severely impacted the

infrastructure and economy of Puerto Rico.

A The Hurricanes had a significant negative impact on the economy; however, Disaster Relief Assistance outlays in

coming years will help rebuild the infrastructure destroyed by the storms and provide a foundation for economic
renewal.

A Population is expected to decline by 10% over the next two years with the downward trend continuing, but at a

moderate level, over the following years.

A Build Back BettaWB LINB &Sy ia I 62fR YR Ayy20l 6AQBS GrAarzy 2y

infrastructure, housing, and economy in a way that makes Puerto Rico stronger, better, and more resilient.

A Puerto Rico established the CRRO to manage the reporting and use of recovery funding with stringent controls

following proven past disaster recovery structures.

A Fiscal reforms, such as implementing the New Government Model and improving tax collections, will help to

achieve cost efficiencies and enhance revenues. A comprehensive package of structural reforms, such as energy
welfare, and tax reform, will be implemented to stimulate sustainable economic growth and employment
opportunities.

Obtaining financial support from the Federal Government is vital to rebuilding Puerto Rico and to continue
providing core services while the Government implements its transformational strategy.
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infrastructure was significantly damaged

Initial repair efforts are focused on temporary fixes and still require significant permanent investments that will phaviesiliency
needed to withstand future natural disasters.

Cell Service g 61%

30 Days 45 Days 110 Days

As of January 10, 2018

T

Based on Generatio

£
Dl o oo

Days Elapsed Since Hurricane Méria

On September 6, 2017 and September 20, 2017, Hurricanes Irma and Maria devastated Puerto Rico. The Hurricanes causeatedpreced
economic and infrastructure related damages disrupting the daily lives of 3.4mm residents, including housing, infrasématarenent,

safety, health and social services, and municipal operations. The response to the catastrophe by the U.S. and Fedexyahadmutime

one of the largest and most complex disaster recovery efforts in U.S. history.

1N} yatl 488 G2 cybhas@T twot! Qa Odzi2YSN

2FEMA and Status.pr
3Build Back Better Puerto Rico, Request for Federal Assistance for Disaster Recovery, Acknowledgement Section, Noveltiiber 13, 20
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On November 13, 2017, the Government submitted a formal request for supplemental
Federal assistance, titled Build Back Better Puerto Rico

i The BBB plan is a roadmap for rebuilding a more resilient Puerto Rico that details the funds requested for disastebyesantery The plan i
' was prepared with the joint support of the State of New York GOSR, 100 Resilient Cities, Ford Foundation, Open Sodiety, Bmioit, !
i and other state and Federal agency expérts. E

Mission Critical Goals

Restore damaged housing stock Spur economic revitalization
Provide residents with core services Better prepare Puerto Rico for future natural disaste

wSodZAt R YR A0NBy3IldKSy i Ensure transparency and stronger financial control

$94.4bn Request by Category Uses

A Housing:$31.1bn for damaged and destroyed buildings, structures, and equipment.
A Power Grid & Utility Resiliency$17.8bn to repair the damaged utility infrastructure of the
Island.
A Healthcare:$14.9bn to repair, strengthen, and make more resilient healthcare facilities, to
AlCHEr2S% bolster state emergency stockpiles, and to augment existing Medicaid program.
A Costshare(part of all other) Estimated 10% FEMA cesdtare to be covered through alternat
e Federal funding (to the extent the ceshare is not eliminated entirely).

Housing33%

D

s Sources

el Power & Grid

169 . Cliency1o% A Additional Federal funding is obtained from special disaster relief bills that appropriate
additional funds to Federal agencies earmarked for disaster relief and recovery.

Commitment to Transparency and Financial Controls
A The CRR@ascreated to ensure transparency and accountability of disaster recovery funding and for the oversijreaivery efforts.

1 Build Back Better Puerto Rico, Request for Federal Assistance for Disaster Recovery, Acknowledgement Section, Noveliiber 13, 20
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$49.1bn is included in the New Fiscal Plan

. ) ) ) ) Disaster Related Funding in the New Fiscal Plan
A Puerto Rico has requested $94.4br-ederal Disaster Relief Assistance. — '

A However, as required by FOMB guidelines, the New Fiscal Plan assumef $49.1bn + $21.0bn = $70.1bn

only $49.1bn of federal assistance as per current law. | Federal | | Private | Disaster Relief
A In addition, $21.0bn from private insurance companies is incldded. | Assistance | | Insurance | Assistance

A/ SNIFAY FSRSNIf FdzyRAy3 O2yidl Aya I wmmshakR tinfateda2$®l.dbn,excludihg anOuhiyg LJ2
related to PREPA and PRASA which are addressed in their respective fiscal plans.

A Puerto Ricois requestingacastK | NB | R2dzAGYSy G F2NJ C9a! Q& LINRINI Ya dzy ReBdushdiedsS {
not eliminated entirely, the Government has requested authorization to use diENds to cover the cashare match

requirements Historically, either FEMA or Congress have authorized a 100% Federsthastor catastrophic disasters suchraglurricanes
Andrew and Katrina.

A Congress has approved $4.9bn of liquidity funds for Puerto Rico and the U.S. Virgin Islands in the form of a CDL. DeemsHeasebject of
negotiation since October 2017. This loan is not additive to the economy.

A Property Claims Services, a subsidiary of Verisk Analytics, estimates $21.0bn of private insurance funds, with 75% theeiitsolige years.

$35.3bn FEMA Public Assistance Funding Bipartisan Budget Act of 20t8DBG Funds
The $35.3bn estimate is based on FEMA Public Assistance Due to the passing of the Bipartisan Budget Act of 2018 on
program guidelines with a damage assessment by category. February 2, 2018 and other granted federal funding, $12.8bn o¢f
Proposed funding uses: supplemental appropriations are included in the New Fiscal Plan.
A 51%¢ Repairing, mode[nizing, andvstrengtheniAng Puertc Estimated allocation for Puerto Rico is as follows:
wWAO02Qa 6FGSNI YR LI266SNI AYTNI A $11.7bnc CDBG

o

A 24%c Reconstructing critical publicly mixed buildings an
fixing of equipment.

A 25%c Rebuilding and strengthening emergency response
capabilities, water control facilities and other.

A $1.1bnCBDG First supplemental

1Property Claims Services Estimate, dated October 2017. 18
2Based on outlays of Hurricane Community Development Fund during Hurricane Katrina recovery.
3PR Government estimates reviewed by third party subject matter experts.
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The Central Recovery and Reconstruction Office will assist in providing oversight and
financial controls during the rebuilding process

The CRRO was created following global best practices used in many jurisdictions including without limitation New Jsiaggy, Newi York
and New Zealand to ensure accountability and coordination of the disaster recovery efforts expected by residents of dauartbURE.
taxpayers. It will ensure that the Government can implement reconstruction efforts with efficiency, effectiveness, andraanspvhile
capitalizing on opportunities to build back in a way that makes Puerto Rico better, stronger, and more resilient.

Governor of PR
Multi-Stakeholder Recovery
Advisory Commission
SCO

,,,,,,,,,, P3 Authority

ERN

11 clrcoa ws(q
Procurement Group

Central Recovery and

OMB Federal Agencies Reconstruction Office S
(CRROpirector Independence Compliance,
Ethics & Audits

\ \ \ \ \
Strategy Legal Communications, Sector Transparency, Grants Disaster
Engagements & Data Management Recovery

Community Outreach Management & Oversight Task Forces

& Reporting

The Purpose and Responsibilities of the CRRI®ansparency, Efficiency and Controls

A CRRO was established to promote transparency and efficiency in the disaster recovery process and will:
A Monitor contracting for compliance and effectiveness purposes.
A Implement and enforce checks and balances for procurement and approval of contracts and payments.
A Deploy a proven grarhanagement software and provide external visibility via frequent status updates to its public website.
A Coordinate and channel all efforts and activities of the Government related to recovery efforts.
A Process, finance, and execute works and infrastructure projects related to recovery efforts.
Aal yl3ay3a FdzyRa YR (KS NBO2OSNE LINRPOSadaa Ay UGUKAA FlLaKA2y gAff
A Third party assistance within the reconstruction process will be optimized by engaging consultants with expertise in ri@idging
HUD, and other grant programs and a national accounting firm to develop financial controls, policies and procedures.

Key Milestones
A Decembe®, 2017:P3 Authority Boarformalizedthe creation of theCRR@s adivisionwithin the P3 Authority.
A Charter Resolutions and proposed organizational structure of the CRRO were approved by the P3 Authority.
A Contract support structure and related proposals for implementation of policies and procedures were approved and subsssuemhiiiEy
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circumstances to achieve a real incremental effect on lelegm growth

A As proven in different jurisdictions around the world, centralizing implementation of P3 project delivery within a statamideith
technical, financial, and legal expertise has been beneficial to the delivery and intensifying of P3 fragttsRico has a proven
track record in P3s having executed landmark projects such as Toll Re2dg PR5 and LMM International Airport

A P3 pipeline has been revised to reflect a fiigar Fiscal Plan time horizon, leveraging Federal funding and world wide expbisere
P3 Authority is focusing on developing critical infrastructure projects across the Island, modernizing public servicedimgd bu
stronger and more resilient infrastructure in close collaboration and partnership with the private sector.

A Recently enacted laws provide for the private sector to submit unsolicited proposals which are private bids fepriuaiéc
projects. This process will enable collaboration and partnership with the private sector to accelerate development bof critica
infrastructure and optimization of government operations. Since January 2017, 20 unsolicited proposals, encompassing all
infrastructure sectors, have been received.

A Puerto Rico Revitalization Authority
A CAPEX and infrastructure development will be streamlined by leveraging the capabilities and resources of the P3 Authority,

PRIFA, certain other instrumentalities, and Title V of PROMESA into a new Puerto Rico Revitalization Authority.
P3 IMPACT AREAS:

AW e
W e

ENERGY

MASS TRANSPORTATION

AN w
\

—

PUBLIC SAFETY

—

=




DRAFT SUBMISSIQISUBJECT
TO MATERIAL CHANGE

- REBUILDING PUERTO RICO | CRRO AND P3 UPDATE

A path forward with current P3 pipeline

DAGSY t dzSNI2 wAaid2Qa FAaO0lFf FyR S02y2YAO O2yRAIGA 2y abiity héllenges. S E L
However, the market recognizes wstkuctured projects, critical and transformative projects and has the ability to formulatevative
solutions to improve the financial profile of projects.

Despite challenges and adjustments, there is a path forward for P3 projects in Puerto Rico:

o Student Life 9 Maritime Transportation e Parking Facilities Modernization

A Draft RFOReleased 10/16/2017 A Draft RFQ Released 10/16/2017 A Draft RFQ Released 10/16/2017
A D&C Study to be published by A D&C Study to be released by 1Q A D&C Study to be released by 1Q
January 2018 2018 2018

Finalize D&C and begin procurement

Run a flexible RFQ process Build a productive relationship

A Finalize the D&C and launch RFQ. Q1 A  Build flexibility during the RFQ process A  Assist the participating agency in

2018. to allow proponents to submit and understanding the demands from

A Focus on populating the data room come up with innovative ideas about bidders and their sensitivity towards
with as much useful information as project scope, financing, construction risks.
possible. innovations, and maximization of A Build a productive relationship

; L : N : revenues. i i

A Initiate financing application with ) _ . between bidders and agency officials.
Federal Grant Programs. A Encourage innovation and award A The collaborative spirit of the process

A Shortlist to three teams only (this is to points for alternative concepts. will lead to stronger relationships and
ensure undivided attention and strong Provide transparency and comfort to development of solutions for project
competitive tension from bidders). bidders. challenges.

1Reguest for Quote is the title for thg standard bidding process in which businesses invite suppjiers to b[d on goodk:a{;Ldvserv o . S
BSAANIOATAGeE FYR /2yGAaydzd A2y 06653/ 0¢ { (dzRe& LISNF 2 NYoSHR private marke§ K2 g | GGNI OGA DS SEGS!\“
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Macroeconomic Model Post Hurricanes Irma and Maria

A The Government has developed an economic outlook model with 50 years of historic economic data from Puerto Rico to ééimate G
growth, inflation rates, and population growth rates, which in turn are used as the main drivers for financial projections.

A The model also incorporates U.S. GDP growth, net transfers from the Federal Government, historical capital investment in the
economy, and world oil prices.

A The methodology used is consistent with that used in IMF macroeconomic projections in the context of surveillance and lending

programs.
A In addition, there are four additional key drivers in the economic model that . :
have a significant impact to the projections: Baseline Economic Forecast
1. Hurricane Impact 3 3 3 :
‘ : . _ _ 3 - 1 . Disaster
A The level of hurricane destruction is the variable that is greatly | _ Economic  Hurricane Relief
influencing economic projections. Fundamentals Impact Assistance
2. Disaster Relief Assistance
. , . . . . Base ) (+)
A Disaster relief assistance funding (Federal funding and private : ‘

Pl
Q
QX

AyadzaN» yOS OflFAYa LINPOSSR&a0v KSTLlA NBOAATR UKS Latr
infrastructure and businesses and leads to a positive impact on
economic projections.

3. Revenue and Expense Measures

Revenue Measures

A Revenue measures improve the tax collection efficiency of the Expense Measures
Government.

A Both revenue and expense measures have a negative impact to Sl R ETe
GDP.

4. Structural Reforms
A Improve the business environment and play a complementary
role in stimulating investment and job creation, the impact of
the structural reforms is positive.

New Economic Outlook

“+‘ ‘
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Hurricanes Irma and Maria have significantly altered the economic landscape

Certified Fiscal Plan Dated March 13, 2017 New Fiscal Plan

CATEGORY [Fvis  Fv19  Fv20 Fv2l  Fv2z | FY43FY18  FY19  FY20 FY2l FY22 |

@ BASELINE -8'4 35 23 18 21

GROWTH%) 8o 34 -11.0

FY%& Real GNP will contract sharply

following the Hurricanes.
Economic improvement is
expected in the subsequent
years fueled by disaster relief
assistance and private insurance
proceeds, but GNP is severely
impacted.

e INFLATIONRA)

12 1.0 1.0 1.1 13 1.5 2.1 1.6 1.5 1.4 1.4 1.4

i I W I O s I B B N N =

Inflation increases substantively
in FY18 from disaster recovery
spending, but remains relatively
constant in the following years.

e RECOVERY SPENDING

($0 Y)Q a 11.9 13.0 12.9 o8
i 7.8 6.6

Puerto Rico receives significant
inflows of disaster relief
assistance and reconstruction
spending from the Federal
Government and private insurers,
representing as much as 18.8% of
nominal GNP in FY19.

O rr

POPULATION
GROWTHb)

02 02 02 02 02 02 20 46 32 29 24

77

Population decline accelerates
following the Hurricanes in FY18
and then continues decreasing
at a declining rate in the
subsequent years due to
economic decline.
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Negative impact of Hurricanes on economic outlook is mitigated by Federal support and®==
positive impact of Structural Reforms

A Nominal GNP is estimated to fall sharply in FY18 due to the impact caused by Hurricanes Irma and Maria. Disaster ristaneeysass
rebuilding efforts drive higher nominal growth in subsequent years.

A The key driver to the financial projection is revenue growth, which is estimated for FY18 using the elasticity of rememieabGNP
observed during the U.S. Great Recession and is consistent with general fund collections through December.

A Revenues are anticipated to surpass-pterricanes levels through the projection period: revenues are forecasted to becomeBés hi
than presstorm levels by FY23 (in nominal terms).

FY18 FY19 FY20 FY21 FY22 FY23
NOMINAL 10.2 5.1 38 33 35
GNP GROWTH N e e e —
(%) 9.2
10.2 51 38 . .
REVENUE GROWTH | ———— 33 35
(%)
-19.8
2.1 1.6 1.5
(%)
POPULATION
GROWTH
(%) 20 -3.6 -3.2 2.9 2.4

-1.7
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Population Decline

A Population is estimated jointly with GNP. The estimation is anchored on historical data since 1965.

A GNP contraction causes population decline, as people leave the Island due to poor economic conditions.
A People leave the Island because there are no {pjobs do not disappear because people leave.

A The main drivers of lorgun population growth are:
A Past GNP growthWhen the economy is doing better, people are less likely to leave the Island.
A Past population growthreflects the high persistence of demographic trends.

A The growth ohet Federal transferso Puerto Rico, in real terms: higher transfers from the Federal Government reflect better
resources for households in Puerto Rico.

A The effects oMaria and Irmaare included in the estimation: as expected, the results indicate that net outward migration
increases following a storm.

A Relief spendinds incorporated into the model representing increased resources for residents of Puerto Rico.

A However, these longun growth factors do not completely capture shdéerm demographic factors impacting migration in the waien
extraordinary hurricane.

A The New Fiscal Plan adopts demographic projections calculated by Lyman Stone, an expert in demography. The projections were
presented in the First FOMB listening session held on November 1612017.

A A 20%cumulative decline in population is expected over six years.

FY18 FY19 FY20 FY21 FY22 FY23
POPULATION
DECLINE IN
PUEI;;I’;J RICO 2.0% 3.6% 3.2% -2.9% -2.4%
0
7.7%

Y NBadAy3a GKS 21 @SY tdz2SNI2 waO2Qad hyOS |yR CdzidzNBE t 2LJdz F GA2y 5SOfAyS
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Key Presentation Differences in New Fiscal Plan from Certified Fiscal Plan
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Category Certified Fiscal Plan New Fiscal Plan
HTA A Revenues and expenses consolidated into A Clawbackableevenues flow directly to
_ Commonwealth plan. _ Commonwealth.
A Capex funded through Commonwealth. A Revenues and expenses not presented.
A Implicit deficit impacted cash available for debt A HTA developing independent fiscal plan.
service. A Estimated deficit, including allocation for capital
expenditures, funded through appropriations.
UPR A Revenues and expenses presented on a gross basisA Only budgetary appropriation included.
A Capex funded through Commonwealth. A UPR developing independent fiscal plan.
A Budgetary appropriation included in GF budget.
Independently A Presented on a net surplus / (deficit) basis. A Consolidated into Ce_ntral Government revenue and
Forecasted Non _expenses (gross basis).
Enterprise A Typically presented on a net deficit basis, or

Component Units

separately for comparison purposes.

Special Revenue
Funds /
Enterprise Funds

-

A Presented on a net deficit basis.

-

A Consolidated into Central Government revenue and
expenses (gross basis).

Title 1l Expenses

A Excluded in fiscal plan Certified Fiscal Plan.

A Included in the New Fiscal Plan.

Pension and
Paygo

P

A Pension costs presented raygdine item, as a
portion of direct payroll and through special
appropriations.

-

A Pension expense presented in single line item (GF
Portion ofPaygdExpense).

Reconciliation
Adjustment

-

A Included in Certified Fiscal Plan to account for
potential under budgeting.

A Excluded based on analysis of preliminary FY15 CAFR
versus FY14 CAFR.

COFINA

ALyOt dRSR Ay &GhiKSNI{! ¢

> A IgcRided il d@yeiNind SUT cje®igns.

Disaster Relief

A NI/A.

A FEMA funding and FEMA related spending sho

on a gross basis; ceshare reflected separately.
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Government Entities and Relation to the New Fiscal Plan

2. Major CUs 3. Other

ASEM
GDB!?
CCPRC

Central PRTC
Government ASES
PRITA

Ports
PBA

Roughly 45
additional agencies
and component
units, such as:

Solid Waste
Central Government ";‘_ﬁ_i/_j‘ Authority and
Entities : Agencies: DDEC Public
Major Component Units Department of AAFAF Broadcasting
Other Component Units Education, Authority

) 1
and agencies Department of UPR

) HFA
Health, Police, etc. SIEC

PRCCDA

Major
Entities Included
in the New Fiscal Plan

INCLUDED

Reported i
approx. 10% of
Fiscal Plan Cash

Individually Reported i Comprises approx.
90% of Fiscal Plan Cash Flow

Puerto Rico Electric Power PR Aqueduct and Sewer

T Authority (PREPA) Authority (PRASA)

Entities Excluded
from the New Fiscal Plan

EXCLUDED

The Chil drenos Municipalities

1GDB, HTA, and UPR have separate and apart fiscal plans from the Central Government.
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Summary of Entities Included in Fiscal Plan

ENTITIES INCLUDED IN FISCAL PLAN

A
A
A

> > > >

>\

p)

T I > > D

9-1-1 Service Governing Board
Additional (Electronic) Lottery
Agricultural Enterprises Development
Administration

Automobile Accidents Compensation
Administration

Cardiovascular Center Corporation of
Puerto Rico and the Caribbean
Commonwealth of Puerto Rico (Primary

> >

> >

Government) A
Company of the Integral Development of A
the "Peninsula de Cantera" A
Corporation for the "Cano Martin Pena" A
Project (ENLACE) A

Corporation for the Development of the A
Arts, Science and Film Industry of PuertoA
Rico A
Corporation of Industries for the Blind and\
Mentally Retarded and Incapacitated A

Persons of Puerto Rico A
Culebra Conservation and Development
Authority A
Disability Insurance

Driver's Insurance A

Employees' Retirement System

Farm Insurance Corporation of Puerto Rifo
Fine Arts Center Corporation A
Fiscal Agency and Financial Advisory
Authority

Industrial and Investment Corporation A
Institute of Puerto Rican Culture
Institutional Trust of the National Guard A
of Puerto Rico

Judiciary Retirement System

Land Authority of Puerto Rico

Local Redevelopment Authority of the A
Lands and Facilities of Naval Station A
Roosevelt Roads A
Musical Arts Corporation A
National Parks Company of Puerto Rico A
Ponce Ports Authority

Port of the Americas Authority

PR Infrastructure and Finance Authority
PR Maritime Shipping Authority

PR Medical Services Administration

PR Sales Tax Financing Corporation
Public Building Authority

Public Finance Corporation

Puerto Rico and Municipal Islands
Transport Authority

Puerto Rico Conservatory of Music
Corporation

Puerto Rico Convention Center District
Authority

Puerto Rico Council on Education
Puerto Rico Health Insurance
Administration

p>=

T I I T I D D B D D D
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Puerto Rico Industrial Development
Company

Puerto Rico Industrial, Tourist,
Educational, Medical, and
Environmental Control Facilities
Financing Authority

Puerto Rico Integrated Transit Authority
Puerto Rico Land Administration
Puerto Ricavietropolitan BusAuthority
Puerto Rico Ports Authority

Puerto Rico Public Broadcasting
Corporation

Puerto Rico Public Private Partnerships
Authority

Puerto Rico School of Plastic Arts
Puerto Rico Telephone Authority
Puerto Rico Tourism Company

Puerto Rico Trade and Export Company
Solid Waste Authority

Special Communities Perpetual Trust
State Insurance Fund Corporation
Teachers' Retirement System

Tourist Development Fund

Traditional Lottery

Unemployment Insurance Fund
University of Puerto Rico
Comprehensive Cancer Center
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Summary of Entities Excluded from Fiscal Plan

ENTITIES ISSUING STANDALONE FISCAL PLAN

A Governmental Development Bank of PR A PR Electric Power Authority A Public Corporation for the Supervision
A Housing Financing Authority A PR Highways and Transportation and Deposit Insurance of Puerto Rico
A PR Agueduct and Sewer Authority Authority Cooperatives

A University of Puerto Rico

ENTITIES EXCLUDED FROM FISCAL PLAN

A Agency Fund (Special Deposit Fund) A Municipal Revenue Collection Center A Puerto Rico Water Pollution Control
A Commonwealth of Puerto Rico Regional A Puerto Rico Government Investment Revolv Fund
Center Corporation Trust Fund A Safe Drinking Water Treatment Revolving
A Economic Development Bank for Puerto RiéoPuerto Rico Municip&linanceAgency Loan Fund
A Model Forest A Puerto Rico Municipal Finance A The Children's Trust Fund

Corporation
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| dZNNA OF yS& LNXIF FYR al NAF GSYLI2N) NRCE & 250 ¢

After all Government transformation initiatives and structural reforms are implemented and through interim Federal sufaied te
healthcare and disaster relief, Puerto Rico will accumulate a surplus $3.4bn through FY23.

'b 1 t51¢95 CLb!b/L!'[ twhW9/ ¢Lhb L{ wOv] Lw95 ¢h /]
o FINANCIAL Al dZNNAOFYS al NAlFIQa tFyRFIEf g2NBRSYSR Iy | fNBFRe 7
PROJECTIONS A Over the six year period, the Government went from a $4.8bn cash flow surplus in the March 13, 2017

Certified Fiscal Plan to a surplus of $3.4bn.

A Increased federal support, positive impacts of reconstruction spend and structural reforms offset the negative
impacts of the hurricane and increased spend related to Title 11l costs.

A A contributing factor to the situation is general lack of access to traditional capital markets to fund growth and
rebuilding efforts, in the short term, this has been partially mitigated by increased Federal support.

{

9 TEMPORARY IMPACTS ON REVENUE FROM HURRICANES IRMA AND MARIA DRIVE DEFICITS
REVENUE DECLINE A Depressed GNP increases outmigration. Baseline government revenues are materially impacted in FY18 and
and start stabilizing in FYZQFY23.

A FY18 is the most impacted as the hurricanes immediately disrupt the economy while the positive impact of
disaster relief assistance spend and recovery in revenue lags.

A Prior to implementation of measures, the funding gap for the six year period is $4.7bn.

{

FISCAL
MEASURES

THE GOVERNMENICOMMITTED TO CONTINUE IMPLEMENTING TRANSFORMATIONAL MEASURES
A Gross expense and revenue enhancement measures reduce thagasures funding gap.
A Net measures, including tax reform, of $8.1bn eliminate the gap resulting in an accumulated surplus of
$3.4bn (including Title Il and cestare).

{

LIQUIDITY PUERTO RIG®ILLNEED A LIQUIDIFACILITY IN FY18 $OPPORT RECOVERFORTS AND BRIDGE THE GAPS

SUPPORT ATPREPA AND PRASA

A In addition to disaster relief assistance, Puerto Rico requires external liquidity support to finance the recovery
effort and provide necessary, interim support to PREPA and PRASA.

A The availability of this funding source is a critical risk to the success of this Fiscal Plan and the long term

viability of Puerto Rico.

{
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Cash Flows Post Measures, Excluding Debt Service

By FY23 the accumulated surplus is $3.4bn.

6PYYQay FY18 FY19 FY20 FY21 FY22 FY23

11,677 12,231 12,489 12,512 12,349 12,584

REVENUE
PREMEASURES

EXPENSE
PREMEASURES
-11,793 -12,095 -13,299 13,663 -13,761 -13,853
1,220 208
COMPONENT UNPTS - [
-48 -134 -220 -313
2,415 2,462
INCREMENTAL FISC 1,154 1,885
MEASURES 191
37
1,124
CASH FLOVERE 1,067 600 782 879
COSTSHARE AND 296
TITLE 11l EXPENSES
807 751 638 801

E

OPERATIONAL CAS 400
SHARE AND TITLE

1 Component units are legally separate from the Government, but are discretely presented as component units in the GoQdimameral statements.
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Key General Fund Revenue Drivers

The following General Fund Revenue drivers comprise 60% of total revenue, excluding Federal transfers and revenue frantClnitpon
over the five year projection period.

6PYYQao FY18 FY19 FY20 FY21 FY22 FY23 DESCRIPTION
A Taxes collected from individuals and corporations are
I_(::)j expected to decline by 19.8% and 12.4%, respectively from
@ ¥ @9 v v FY17 to FY18 as a result of Hurricanes Maria and Irma.
3206 3,389 3,518 3,634 3,761 Then grow annually at the nominal GNP growth rate, or a
. Y\ CAGR of 4.9% through FY23.

INDIVIDUAL +
CORPORATE
INCOME TAXES

AIn FY18, total SUT is expected to decline approximately
10.0% from FY17.

r@‘; . l . ; . l A From FY1g FY23, gross consumption is expected to

2,845 2,944 increase with the nominal GNP growth rate and a constant

l[ G52 capture rate of 67.9%.

A Act 154 revenues in the baseline are assumed to decline by
15.3% in FY18 with a continued erosion through FY22.

r% A The impact of the Tax Cut and Jobs Act, compounded by tt
r@; |_@>_$ negative impact of Hurricane Maria on infrastructure supply
ACT 154 TAX 1,761 1,684 chain, accelerates the previous declining trend in CFC

j ””” . . Li?’ 10271027; related revenues. The cumulative discount in FY22 and FY:

SALES & USE TAX

relative to FY17 is approximately 50%.
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Key Expense Drivers
obPYYQabo

DESCRIPTION
FY18 FY19 FY20 FY21 FY22 FY23
A FY19 is projected to remain constant with FY18 due to the

r@j Certified Fiscal Plan measure to freeze expenses. From

FY20 FY23, payroll expense is expected to grow at

PAYROLL v inflation. The CAGR for the five year period is 1.2%.
2,843 -2,843 -2,886 -2,927 -2,969-3,010 .E A Department of Education and Police comprise
approximately 40% and 21% of total baseline direct payroll,
Inflation CAGR: 1.1% respectively.

A FY19 is projected to remain constant with FY18 due to the

Certified Fiscal Plan measure to freeze expenses. From
DIRECT | © | r@‘; r@‘; r@_H (:) | FY20 FY23, direct operating expenses are expected to
OPERATING grow at inflation. The CAGR for the five year period is 1.2%.
EXPENSES! N S N . .y A Department of Education and Department of Health

-887 -887 -900 913 -926  -939 comprise approximately 29% and 12% of total direct
operational expenses, respectively.

Inflation CAGR: 1.1%

A Formulabased appropriations to Government entities are
r% r@j assumed to remain flat over the projection period. Non
APPROPRIATION formula based appropriations are assumed to grow in the
TO GOVERNMENT same manner as payroll and direct operating expenses.
ENTITIES 2764 2803 2814 2751 2745 2748 QD ACKSNEQA 42YS BINRIoOAfAGE &S|
’ ’ appropriations, declining from $100mm in FY19 to $30mm
Inflation CAGR: 1.1% in FY23.

A For FY18FY20, the expense baseline assumes $4.8bn in
federal support, deferring the cliff and provides incremental

r@j (1139
DA 0 ; | liquidity ($1.8bn FY18, $2.4bn FY19, $0.6bn FY20)

FUNDING A The cliff reappears in FY20 and is equal to the approximately
55% average would be Federal funding reimbursement for

healthcare insurance premiums & claims less remaining
grants.

-1,138
-1,531 -1622 _1,718

1 Service payments, professional fees, medicine costs and other expenses that are directly attributable to a

department.
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Measures are comprehensive and balanced to avoid further economic deterioration
will yield net savings of $2.5bn by FY23

FISCAL MEASURES IMPACT NET OF IMPLEMENTATIOSh@QSTS (

FY1L FY1 FY2( Fy2: FY2: FY2:
- NEW GOVERNMENT
REDUCTION OF
NEW HEALTHCARE
@ 49 199 500 750 795 795
|~ 65 566 704 776 838 838
SUBTOTAL 113 1,09 2,16( 2,90¢ 3,32€ 3,377
PAYMENT \ \ \
s - e e e - -
@ wo s om  ow  om o
SUBTOTAL (150) (902] (1,006, (1,023 (911 (912)
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Cash Flows Posdtleasures, Excluding Debt Service

obPYYQao
FY18 FY19 FY20 FY21 FY22 FY23 FY1823

Revenues

ACT 154 $1,761 $1,684 $1,552 $1,303 $1,027 $1,027 $8,353
SUT 1,427 1,619 1,709 1,773 1,825 1,884 10,236
Other General Fund Revenue 4,807 5,169 5,407 5,559 5,565 5,682 32,189
Total General Fund Revenues 7,995 8,471 8,668 8,635 8,416 8,593 50,778
Other Non-General Fund Revenue 3,682 3,759 3,821 3,877 3,932 3,990 23,062
Total Revenue Excl. Federal Transfers and CU's $11,677 $12,231 $12,489 $12,512 $12,349 $12,584 $73,841
Memo - Gross Revenue Including Tax Credits $11,934 $12,488 $12,746 $12,769 $12,606 $12,841 $74,098
General Fund 8,947 9,465 9,566 9,528 9,529 9,503 56,537
Other Expenses 2,846 2,630 2,595 2,605 2,610 2,632 15,918
aSRAOFAR &/ tAFTTE - - 1,138 1,531 1,622 1,718 6,009
Total Expenses Excl. Federal Transfers and CU's $11,793 $12,095 $13,299 $13,663 $13,761 $13,853 $78,464
Central Government Surplus / (Deficit) ($116) $136 ($810) ($1,151) ($1,413) ($1,269) ($4,623)
Component Units Revenue 5,981 5,627 4,974 5,062 5,157 5,255 32,055
Component Units Expense 4,761 4,829 5,022 5,195 5,377 5,568 30,753
Component Units Surplus / (Deficit) $1,220 $798 ($48) ($134) ($220) ($313) $1,303
Operating Surplus / (Deficit) - Pre Measures $1,103 $933 ($858) ($1,284) ($1,633) ($1,582) ($3,321;
Measures 37) 191 1,154 1,885 2,415 2,462 8,06
Operating Surplus / (Deficit) $1,067 $1,124 $296 $600 $782 $879 $4,748
FEMA Cost-share 241 259 233 141 82 79 1,035
Title Il Costs 19 114 46 59 62 (0] 300
Surplus / (Deficit) $807 $751 $17 $400 $638 $801 $3,413

1Excluding Federdlransfersand a county support fund being considered of $100MM per year through. FY23
Note:In addition to federal disaster relief assistance, the Government will continue investing in the upkeep and maintenane&asftiticture. For the period FY1BY23, the
Government will invest approximately $400mm a year in the following categories: (i) $275mm in the Central Governme@@adijt$85mm in PRHTA, (iii) $40mm in UPR



DRAFT SUBMISSIQISUBJECT
TO MATERIAL CHANGE

DEBT SUSTAINABILI




DRAFT SUBMISSIQISUBJECT
TO MATERIAL CHANGE

I PATH TO STRUCTURAL BALANCE | DEBT SUSTAINABILITY

Debt Sustainability Overview

The debt sustainability analysis is intended to provide an informative guideline for thédondinancial capacity of the Gekxnment

municipal best practices, including benchmarking its borrowing capacity with the metrics rating agencies utilize to thaluate
creditworthiness of U.S. states and territories.

FYR (2 YAYAYAT S TFdzidzNB RSTFldzA & NRAA]l ® wShdaNyAy3d G2 kS Of

The objective of the Debt Sustainability Analysis is to provide foreaking and transparent analysis of
borrowing capacity to regain and maintain capital market access in compliance with PROMESA requirements.

ectma lylIfeaara Ad AYGSYRSR (2 068 GaONBRAGZ2NI F3yz2aidaog
repayments to any particular constituency.

6 Borrowing capacity is analyzed using benchmark average U.S. state debt metrics to imply a range of potential debt
capacity.

The Government will adopt the following elements generally regarded as key components of a debt affordability study:

n Actual Comparables e Projects obligations

Benchmark against peers considering the

. . repay beyond the current fiscal year,
appropriateness of the comparison group and S : .
. . . . considering various issuance and revenue
using multiple metrics to get a full picture of

where Puerto Rico stands.

e Comprehensive debt analysis e

Consider the majority of debt outstanding from
both the primary Government and major

future debt levels.

Produced regularly

Forecasts debt obligations and/or capacity ta

Require regular completion of a debt study

scenarios and looking at multiple measures of

o U U
m component units, and discuss the impact of D which contains a clear statement of remaining

other longterm obligations on debt
affordability.

debt capacity.
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Factors Under Consideration to Determine Future Credit Ratings
A As the Government of Puerto Rico seeks testablish capital market access, it needs to show improvements in its econonmgeina
governance, and management of long term liabilities such as debt and pensions.
A ¢KS F2tt26Ay3a tAaG FNRY az22ReQad LINRPPARSAE YSUOUNROa I OariNGFoass3
on which a future investment grade rating will be assigned:

PerCapita Income Higherincome taxpayers are generally capable of paying higher taxes than-loe@ne taxpayers, and
AyO02YS Aa | LINPE&@ F2NJ GKS NB@SydzS 3ISySNI GAyS3
GNP/GDP A measure of the overall economic output of a state or territory and a more widebgnized and

understood economic indicator.

Structural Balance (Budget) | The ongoing relationship between inflows and outflows is a strong indication of whether a state is
balancing its budget, whether it is at risk of converting deficits into-teng liabilities and how difficult it
would be to return to balance.

Fixed Costs to Revenue Fixed costs are debt service, pensioiht 9. 3 ® ¢ KS NI (A2 2 7T-scukea&éhueds? & (i 4
FYy AYRAOFGAZ2Y 2F | adrdisSQa FoAftAde G2 NBRAzOS
Liquidity Liquid reserves help a state bridge temporary budgetary imbalances. The goal is to reduce reliance «

flow borrowing (TRANS).

Governance / Constitutional | The goal is to strengthen financial management and budgeting practices. Financial policies lead to b
Framework budgets, reduce the accumulation of unaffordable liabilities and improve liquidity. Best practices inclt
consensus revenue forecasts, debt affordability analsisconservative budgeting.

Debt and Pensions As these liabilities grow, states face rising expenses to pay debt and pension benefits. High fixed del
service and pension costs can crowd out other budgetary priorities and force states to raise taxes in
G2 YSSG GKSY® 5806l FyR LISyairzya OFy OdzNLilFAf |
seek to deleverage through a debt restructuring.

{2dNDSY az22ReQa Ly@Sai2NI { SNPAOSAS tNRLRASR ! LIRFGS G2 GKS ! { {dGrdisa whiAy3d aSikz2Rr2f2
42




- PATH TO STRUCTURAL BALANCE | DEBT SUSTAINABILITY

State Benchmarking

DRAFT SUBMISSIQISUBJECT
TO MATERIAL CHANGE
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other general resources, net of obligations that are-seffporting from pledged sources other than state taxes or operatisguees

(such as utility or local Government revenues).

Generally included in NTSD

|
|

A General obligation debt paid from statewide taxes
and fees.

A Appropriation backed bonds.

A Lease revenue bonds.

A Special tax bonds secured by statewide taxes and
fees.

A Highway bonds, secured by gas taxes and DMV fees.

A GARVEE bonds.

A Lottery bonds.

A Moral obligation debt paid from statewide taxes
and fees.

A Capital leases.

A P3's with state concession obligations.

A Pension obligation bonds.

Generally excluded in NTSD

A Selfsupporting GO debt with an established history
of being paid from sources other than taxes or
general revenues.

A Moral obligation debt with an established history of
being paid from sources other than taxes or
general revenues.

Tobacco securitization bonds, with no state backup.
Unemployment insurance obligation bonds.

Debt guaranteed, but not paid, by the state.

Special assessment bonds.

> > > >

The NTSD metrics used to calculate potential debt capacity for Puerto Rico are:

Debt Service / Revenue

e Debt per Capita

la22Re& QA&
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Debt / State Personal Income
Debt / GDP
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U.S. State Debt Metrics Provide a Benchmark for Potential Debt Capacity

A

DRAFT SUBMISSIQISUBJECT
TO MATERIAL CHANGE

Utilizing any of the following rating agency metrics to measure debt burden, Puerto Rico significantly exceeds the atrerdge of

highest states, clearly indicating an unsustainable debt portfolio and insufficient capacity to meet debt service reqsisgriient
maintaining adequate funding for services.

1 Debtto GDP
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Debt Sustainability Analysis

A The debt sustainability analysis utilizes data fromah2 2 Ré Qa ! o{ & { il 4SS D2@SNYYSyid wSLR2NILZ Llzo
A The report utilizes data from all 50 states to assess the total nesuaported debt (NTSD) for US state governments and sifvice costs
A The debt sustainability analysis uses NTSD metrics to calculate potential debt capacity for Puerto Rico

0 NTSD as a % of GDP NTSD as a % of Personal Income Debt per Capita (U.S. dollar) Debt Service to Revenue
Low 10 0.5% Low 10 0.5% Low 10 $238 Low 10 0.9%
Mean 2.6% Mean 3.0% Mean $1,473 Mean 3.3%
Top 10 6.0% Top 10 6.9% Top 10 $3,708 Top 10 8.8%

1 Connecticut 9.2% 1 Hawaii 10.5% 1 Connecticut $6,505 1 Connecticut 13.309
2 Hawaii 8.9% 2 Massachusetts 9.8% 2 Massachusetts $5,983 2 Massachusetts 10.409
3 Massachusetts 8.4% 3  Connecticut 9.7% 3 Hawaii $5,018 3 Hawaii 10.409
4  New Jersey 6.9% 4  New Jersey 7.3% 4 New Jersey $4,388 4 New Jersey 10.109
5 Mississippi 5.2% 5 Delaware 5.4% 5 New York $3,070 5 lllinois 8.809
6 Kentucky 4.7% 6 Washington 5.4% 6 Washington $2,717 6 New York 7.409
7 Washington 4.5% 7  Kentucky 5.3% 7 Delaware $2,544 7  Kentucky 7.409
8 New York 4.2% 8 New York 5.3% 8 lllinois $2,511 8 Washington 7.0009
9 lllinois 4.1% 9  Mississippi 5.2% 9 California $2,217 9 Maryland 6.509
10 Rhode Island 4.0% 10 llinois 5.1% 10 Rhode Island $2,131 10 Mississippi 6.309

1 Our 2017 state debt medians are based on an analysis of calendar year 2016 debt issuance and fiscal year 2016 debt service
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Puerto Rico 3§/ear Economic Forecast

1 Change in Nominal GDP (YoY Growth %)
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Debt Capacity Detail (Based on Fap U.S. State Metricg $mm's)

Min: $5,657 Min: $3,865
$15,000 - Max: $13,583 $15.000 - Max: $9,107
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$5,000 $5,000 -
q q
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3 Debt Per Capita Debt Service to Revenués
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The illustrative implied level of Puerto Rico debt in the scenarios shown above are calculated by applying the NTSD ratios of

the top 10 U.S. states (in t er nysarsddrwaddeinjectdd GRR]Ipersonal ineame,mpopalati@n c o 0 ¢
and revenues. The implied annual total debt shown in each of these scenarios builds the lllustrative Implied Debt Capacity
Range on the following page

Note: (1) Converted to debt to revenue by assuming debt service is based off 30 year level of debt service assuming a 5%ecoupon rat
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lllustrative Implied Debt Capacity Range (Based on-I6pU.S. State Metrics)

A Analysis uses 3pear macro economic forecast to determine a range of debt capacity based on (i) the debt metrics of the ldv@rage
state and (ii) the debt metrics of the 10 highest U.S. states.

A Debt capacity ranges shown below are based off of the four methodologies previously described: (i) Debt to Revenuépe(iCRpita,
(i) Debt to State Personal Income and (iv) Debt to GDP.

A Implied debt capacity and expected growth in debt capacity must be sufficient to cover both restructured debt and futlissudetute.

Implied Debt Capacity Range Based on hop |
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e Debt to GDP Debt to personal income === Debt per capita Debt service to revenues
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Debt Sustainability Sensitivity Analysis

In addition to the NTSD analysis, the table below summarizes the annual cash surplus (funding need), and calculates implied

debt capacity based on a range of interest rates and assuming an illustrative 30 year term

A By FY23, the cash flow surplus is estimated to be $801m; after removirmgauming items, the cash flow surplus is estimatiede
$1.1bnin FY23

Debt Sustainability Sensitivity Analysis ($M#M)

FY18 FY19 FY20 FY21 FY22 FY23 FY18 FY23

Financial Baseline (excl. Federal Transfers)
Own-Source Revenues $9,756 $10,287 $10,528 $10,537 $10,361 $10,583 $62,053
Expenses (8,913) (9,727) (11,665) (12,022) (12,138) (12,244 (66,710
Baseline Net Cash Flow $843 $560 ($1,137) ($1,485) ($1,777) ($1,661 (%4,656

Impact of Measures

Total Measures (37) 191 1,154 1,885 2,415 2,462 8,069
Net Cash Flow / (Funding Need) $807 $751 $17 $400 $638 $801 $3,413
Adjustments for NorRecurring ltem$ (843) (1,384) 336 634 435 256 (566)

Net Adj. Cash Flow / (Funding Need) ($36) ($634) $354

Sensitivity Analysis: Implied Debt Capacity at 10% Contingency
lllustrative Cash Flow Available $700 $800 $900 $1,000 $1,100 $1,200 $1,300

. . 4.5% $10,262 $11,728 $13,194 $14,660 $16,126 $17,592 $19,058
Sensitivity Analysis:

PV Rate % 5.0% 9,685 11,068 12,452 13,835 15,219 16,602 17,986
5.5% 9,156 10,464 11,772 13,080 14,388 15,696 17,004
Sensitivity Analysis: Implied Debt Capacity at 5% PV Rate
lllustrative Cash Flow Available $700 $800 $900 $1,000 $1,100 $1,200 $1,300

5.0% $10,223 $11,683 $13,143 $14,604 $16,064 $17,525 $18,985
10.0% 9,685 11,068 12,452 13,835 15,219 16,602 17,986
15.0% 9,147 10,453 11,760 13,067 14,373 15,680 16,98“

Sensitivity Analysis:
% Contingency

1 This does not include countysupport fund being considered of $100MM per year through FY23.
2Includes funding of emergency reserve, Title Il expenses, FOMB costs, payment of State Revolving Funds / other FedepaisitaratsGDB, additional Medicaid funding, paymenpastdue tax refunds, payment for
past local services, measuresated implementation costsdylunicipal Recovery Funelind cost share portion of Federal / FEKG#ding.
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GOVERNMENT TRANSFORMATI

DELIVERING HIGHER QUALITY SERVICES THROUGH AN ENHANCED GOVERNMEN

NEW GOVERNMENT MODEL | PROCUREMENT | REDUCTION OF APREOREMTIBCARE REFORM | TAX COMPLIANCE AND FEE
ENHANCEMENTS | REGIONALIZATION OF SERVICES | GOVERNMENVIFAME®ENDATION STRATEGY

GOVERNMENT OF PUERTO RICO




